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I. SUMMARY 


Iraq's gross national product has been growing at an annual rate of more 
than 20 percent since the 110 percent jump it took immediately after the 
1973-1974 OPEC oil price increase. Half or less of this figure has been 
real growth, with inflation accounting for the rest, but the Iraqi 
Government expects real growth to average 17 percent during 1976-80 as 
major projects now under construction come into production. The 1976-80 
Five Year Development Plan, publicly announced in June, 1977, emphasizes 
agricultural development and improvement of the country's infrastructure 
and is in effect the third step in developing a triadic economy based on 
oil, resource-based industries and agriculture. 


US exports, which grew from $60 million in 1973 to $382 million in 1976, 
approximate $200 million in 1977. Causes of the 1977 decline are the 
major one-time sales (such as aircraft) which boosted figures in 1975-76 
and US-Iraqi differences over boycott issues in 1977. As this decrease 
coincides with the commencement of significant imports of Iraqi crude, the 
US will for the first time in 1977 have a bilateral trade deficit with 
Iraq, probably amounting to about $100 million or more. 


Now that the new Plan has been announced, the Iraqi Government is likely to 
remove during 1978 the 18-month hold placed on several major projects for 
which US firms are competing. High technology items, construction and 
agricultural equipment and agricultural commodities offer the best prospects 
for US exports in 1978. The degree to which US exporters and bidders on 
major projects are successful may depend to a large extent on whether they 
can work out differences concerning conflicting US and Iraqi laws and 
regulations on boycott practices. Nonetheless, Iraq is likely to remain a 
major importer, even by Arab standards, for the foreseeable future, and will 
generate significant opportunities for US firms. A knowledge of the market 
and considerable persistence will be required, but the potential rewards 
could be considerable. 


II. CURRENT ECONOMIC SITUATION AND TRENDS 


A. Snapshot of the Economy. Since the Arab Baath Socialist Party came to 
power in 1968, the Government has steadily expanded its control of the 
economy. Government organizations currently produce 75% of the country's 
GNP, 50% from the oil sector alone, and purchase 90% of imported goods. 
State companies own and operate all heavy industries and the Government, 
through the Industrial Bank, owns major shares of the small "mixed" sector 
which includes electronics and several other light industries. The private 
sector is concentrated in food processing, construction, textile 
manufacturing, tourism, services and retailing. 


Out of a population of 12.2 million, Iraq has an estimated work force of 

3 million people, about 53% of which are in the agricultural sector. There 
is a shortage of skilled and semi-skilled labor, though much labor is not 
efficiently used. Rural areas have some underemployment, but this labor 
pool is decreasing: migration to the cities in the two decades 1957-1977 
has reduced the percentage of the population living in a rural environment 





from 63% to 37%. The preliminary figures from the October 1977 census 
suggest that approximately 40% of the population is literate. 


Distributional bottlenecks and administrative problems have caused severe 
periodic shortages of many goods, particularly consumer items and 
construction supplies. The sudden increase in 011 income has produced a 
quantum leap in demand, but the country has not yet had time to develop an 
infrastructure which can efficiently deliver goods and services to meet it. 
The rapid inflation expected in such circumstances has not occurred because 
of Government wage and price controls. Nonetheless, overall inflation is 
probably higher than the 10-12% annual increases which government indices 
show for wholesale and consumer prices. 


Next to oil, water is the country's most important resource. The Tigris 

and Euphrates rivers make Iraq the only oil-rich Arab state on the Gulf 

with significant potential for additional agricultural development. Now 
importing about one half billion dollars of agricultural commodities and 
processed food products yearly, Iraq intends to expand agricultural 
production so that it can eventually not only feed its own population but 
also export surpluses to neighboring Gulf states. Iraq regards agricultural 
development as "permanent oil". 


Formal diplomatic ties have not been renewed since Iraq broke relations 
during the 1967 Arab-Israeli war. Because Belgium officially represents 
US interests in Iraq, the U.S. Interests Section in Baghdad (called 
"USINT" for short) is legally part of the Belgian Embassy. Staffed by 
Americans and located apart from the Belgian chancery, USINT offers most 
of the commercial and consular services which U.S. embassies normally 
provide. 


B. Economic Trends 


Economic Growth Patterns and GNP. Since OPEC oil price increases raised 
the Iraqi economy to a new plateau in 1973-74, GNP has grown at an average 
of more than 20 percent a year in current dollars. Half or less of this 
total represents real growth and the remainder inflation. Reflecting 
these growth and inflation trends the Iraqi GNP should approximate 

$19 billion in 1977, and the Iraq Government expects it to surpass $25 
billion in 1980, measured in constant 1976 dollars. 


The oil sector dominates the economy but its contribution to GNP has 
decreased from 60% in 1974 to 53% in 1976 as Iraqi investment in develop- 
ment projects has produced considerable growth in other sectors. 
Construction activity doubled the industrial sector's contribution to GNP 
from 7.5% in 1974 to 15.3% in 1976. This trend may accelerate not only 
because of the continuing high level of construction activity but also 
because industrial projects now under construction will soon begin production. 


The other sectors have remained relatively constant as a proportion of 
GNP. Agricultural production increased slightly from 6.9% of GNP in 1974 
to 7.5% in 1976, and distribution and services (including transportation 
and communications) dropped slightly from 24.6 to 22.7%. The lack of 
growth in these sectors reflects Iraqi decisions immediately after the 





1973-74 oil price increases to accord priority to the development of 
resource-based industries (petro-chemicals, phosphates, sulfur, and other 
minerals) and to substitution of locally processed goods for selected 
finished imports (e.g. steel and aluminum). Marked growth in these now 
lagging sectors can be expected when development projects currently being 
planned or awarded are completed in the 1980's. 


On the demand side, the Iraqi Government has held consumption to approximate- 
ly 50-55% of GNP since OPEC's 1973-74 increase in oil prices, compared with 
75-80% allocated for consumption in the early 1970's. This policy has 
ensured large national savings to finance economic development but has not 
produced the ostentatious improvement in the standard of living apparent 

in some of Iraq's oil-rich neighbors. 


The 0il-Sector. Given the predominance of the oil sector in the Iraqi 
economy, crude production and oil revenue statistics provide the most 
important economic indicators. Oil production during 1976 formed a 
"checkmark" graph with the bottom of the check, 1.4 million barrels per day 
(BPD), reached in April when the government decided to suspend Mediterranean 
deliveries through the Kirkuk pipeline (across Syria to Tripoli and 
Baniyas, Lebanon) because of a dispute with Syria over transit fees and 
political issues. Production levels reached Iraqi capacity, 3 million BPD, 
at the end of the year, however, when foreign oil companies built up stocks 
in anticipation of an OPEC price rise beginning January 1977. Production 
for 1976 averaged 2.4 million BPD, highest in Iraqi history. 


Production in 1977 has tapered off from the 1976 year-end records and will 
likely average 2.2 - 2.3 million BPD, 5 to 10 percent lower than in 1976. 
Given the oil price increases at the beginning of 1977, oil revenues for 
the approximately 91% of crude marketed abroad should be slightly higher 
in 1977 ($9-10 billion) than in 1976 ($8.4 billion) despite the decline in 
average daily production between the two years. 


Foreign assets reflect the 1976-77 oil production pattern. The financially 
orthodox Iraqis curtailed expenditures, especially for imports, when 
production levels fell in 1976. This curtailment, on the one hand, and 

the revenue from the large sales made at the end of the year, on the other, 
produced a near doubling of the Central Bank's foreign assets between mid- 
1976 ($2.9 billion) and mid-1977 ($5.4 billion). Iraq holds approximately 
half of these assets in Eastern European countries and the other half in 
Western Europe and the U.S. 


The Spring 1977 opening of a new pipeline through northern Iraq and across 
southern Turkey to the Mediterranean alleviates any export limitations 
caused by suspension of deliveries through the Syrian pipeline. In 
conjunction with the 1975 completion of the strategic pipeline linking 
Iraq's northern and southern oil fields, the pipeline through Turkey allows 
Iraq to market crude oil from both its northern and southern fields at 
either Mediterranean or Gulf prices, whichever are more advantageous. 


Iraq, a founding member of the Organization of Petroleum Exporting 
Countries (OPEC), has consistently favored steep oil price increases and, 





at the same time, wants to increase substantially the volume of its oil 
production. With the second largest estimated oil reserves in the Middle 
East, the Iraqis believe that lack of exploration in Iraq during the 
thirteen-year talks which ended, in 1975, in nationalization of the Iraq 
Petroleum Company unfairly limited Iraq's above ground crude oil production 
capacity in comparison to that of neighboring OPEC countries. 


Iraq's principal customers for crude oil are Italy, France and Brazil, each 
of which bought over a billion dollars worth of oil in 1976 and 1977. The 
US, which purchased almost no crude oil from Iraq until the last quarter 

of 1976, bought $110 million in 1976 and the 1977 figure amounts to about 
$300 million. Iraq does not yet export its oil-associated gas, and flared 
85% of the 468 billion cubic feet produced in 1976. 


Foreign Trade. With the quantum jump in oil revenue in 1973-74, Iraq 
decided to convert cash to goods as promptly as possible in view of the 
inflation in supplier countries. Imports doubled between 1973 and 1974 
and again between 1974 and 1975. However, the 1976 mid-year decline in 
revenues prompted the Iraqis to link foreign purchases more closely to 
immediate needs, and the value of imports declined from $4.2 billion in 
1975 to $3.5 billion in 1976. 


Following patterns of recent years in which Iraq has purchased only about 
30% of its imports during the first two quarters of the year and the 
remaining 70% in the last two, the first half year trade statistics for 


1977 suggest imports amounting to about $4.5 billion for the entire year. 
Though this figure is $1.3 billion less than the $5.8 billion that the 
government announced for its 1977 import program, imports in 1977 
recovered substantially from the trough of 1976. 


The Soviet Union and Eastern European countries dominated the market 
during the late 60s and early 70s, but in 1973 the government opened it 
to U.S. and other Western companies. Excluding military sales, OECD 
countries provided 78% of Iraq's imports by 1976; the Soviet Union and 
Eastern European countries a mere 10%. The largest suppliers in 1976 
were West Germany ($880 million) and Japan ($625 million). The awarding 
of several major projects in the past 18 months to Yugoslav, Turkish, 
Pakistani and other firms from third-world countries may decrease the 
OECD's share of the Iraqi market. 


US exports to Iraq increased from $60 million (mainly spare parts and 

medical equipment) in 1973 to $382 million in 1976, including $240 million 

in aircraft delivered in 1975-76. The 1977 figure amounts to about 

$200 million. The causes of the drop are lack of big ticket items to 

match the 1975-76 aircraft deliveries and US-Iraqi differences concerning 
boycott practices. These figures, however, do not reflect the sales of 

US goods re-exported to Iraq through third countries. Indirect sales 

could amount to $100-200 million or more annually, making the US Iraq's third 
largest foreign supplier. 


Iraq has taken the hardest stance among Arab League members concerning 
boycott issues, and boycott practices permeate Iraqi commercial practice. 





The principal problems concern letters of credit, which contain clauses 
requiring that the beneficiary (a) not ship the goods on a blacklisted 
steamer, (b) certify that it is not a branch or mother company of a black- 
listed firm, and (c) provide a negative certificate of origin stating that 
the goods contain no parts, labor or capital from boycotted countries. 
Under the 1977 amendments to the Export Administration Act, US firms can 
no longer agree to the first two clauses after January, 1978 and to the 
third after June, 1978. Moreover, US banks cannot honor letters of credit 
which contain such clauses. 


Also affecting the foreign trade sector are government regulations 
tightening control over local private sector agents. The regulations 
require (a) parties to register the terms of agency contracts, (b) foreign 
principals to guarantee agents' performance within the scope of the contract 
and (c) government purchasing organizations to deal directly with foreign 
suppliers except in special cases. Though these regulations were originally 
issued in early 1976, considerable confusion remains in their specific 
application. Some government agencies still deal with agents but most do 
not. 


The 1976-80 Five Year Development Plan. After a delay of nearly two years 
Iraq announced its 1976-80 Five Year Development Plan in June 1977. 


Allocations for projects under the Plan total $45 billion, of which $13 
billion has been already allocated in 1976 and 1977. Judging from the 
experience of recent years, however, expenditures may only amount to about 
70-75% of the allocations, or about $32-35 billion during the Plan's 


duration. 
The Plan anticipates the following average annual real growth rates: 


Gross National Product 17% 
Oil Sector 16% 
Processing and Manufacturing 
Industries 33% 
Agricultural Sector 1% 
Distribution sector (including 
Trade, Transportation and 
Communications ) 17% 
Services Sector 10% 


The Plan outlines what is, in effect, the third step to the development 

of a triadic economy based on oil, resource-based industries and agriculture. 
The first step was the expansion and modernization of oil production and 
export facilities (including terminals and pipelines) starting in 1972. 

The second was the heavy investment in 1974-75 in resource-based industries 
aimed at export markets. The anticipated completion of these projects 
before the end of the Plan period accounts for the high growth which the 
Plan ascribes to processing and manufacturing industries. Although 
initiating some new projects in the industrial sector (e.g., gas gathering 
projects and a refinery), the Plan assigns priority to (1) the alleviation 
of manpower and infrastructure impediments to overall economic growth and 
to (2) long-term agricultural development as the third member of the triad. 
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The Plan's emphasis on human development aims at meeting Iraq's growing need 
for skilled manpower without importing large amounts of foreign labor. It 
provides for (a) an increase in the work force from 2.9 million in 1976 to 
3.5 million in 1980 through natural growth of the labor pool and by greater 
employment of women, (b) the enforcement of compulsory education for both 
sexes starting in the 1978-79 academic year, and (c) the large-scale 
expansion of vocational, technical and university-level training programs. 
Complimentary to this aim is improvement of medical services, housing, 

and educational facilities at all levels. 


Under the rubric of solving economic bottlenecks, the Plan seeks to 
alleviate the constraints imposed by the country's overburdened transporta- 
tion, communication and distribution systems and by its limited electrical 
generation capacity. Infrastructure limitations severely constrain both 
import and export efficiently in the non-oil sectors. Without expansion 
and improvement of the country's railway system, for example, Iraq will 
have no efficient means of exporting the output of the phosphate complex 
now under construction in the Western Desert. Moreover, many of the short- 
ages, even of domestically produced goods, are distributional problems 
rather than ones of inadequate supply. Since the crucial role of 
electrical energy in all parts of Iraqi economic development, the Plan 

also envisions a four-fold increase in power generation capacity to 4,000 
megawatts. 


In the field of agriculture, the Plan allocates $3.5 billion for dams and 
irrigation projects to increase both the size and productivity of arable 
acreage. Because of the long lead time for these projects (5-10 years), 
they will not measurably affect agricultural production until the mid- 
1980s. In the short run, the government expects the 7% annual real growth 
in the agricultural sector to come from the increased mechanization of 
existing production (both to increase efficiency and to free farm labor 
for other pursuits), changes in cropping patterns intended to increase 
cropped acreage by 14%, a 50% increase in livestock production, a 100% 
increase in poultry production and a 10-fold increase in egg production. 
Overall, the Plan aims at increasing the per capita intake of animal 
protein by 35% as well as laying the basis for a modern agricultural sector. 


Major Projects and Financing. The Government has begun to modify its 
policy of insisting on fixed price, turnkey contracts. Finding this 
practice costly, it has been willing to consider escalation formulas in 
some recent contract negotiations. Many large projects may also be 

broken into at least separate design and construction stages. Though Iraq 
has taken out loans totalling $2 billion from Japan and $500 million from 
a Euro-dollar banking consortium, international financing has not figured 
importantly in the competition for most major projects. 


Investment and licensing. The law permits direct foreign equity investment 
providing the undertaking has at least 51% Iraqi participation, but there 
has been no U.S. direct investment since the 1967 break in diplomatic 
relations. The Government's general position is that Iraq neither needs 
nor seeks foreign equity investment but is willing to entertain concrete 
proposals. The law prohibits Iraai private direct investment in foreign 
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countries, but places no unusual restrictions on licensing arrangements with 
foreigners. 


III. IMPLICATIONS FOR THE UNITED STATES 


A. 1978: General Outlook for US-Iragi Trade. 


The US has two major economic/commercial interests in Iraq: continued 
availability of crude oil and the export of goods and services. With 

regard to oil the Iraqis likely will favor OPEC price increases but, in 
order to finance the country's economic development, will probably produce 
to meet market demand up to the limits of their capacity. Crude oil imports 
in 1978 could again throw the US into a trade deficit with Iraq if US 
exports to Iraq do not recover from the 1977 drop. 


With the announcement of the Plan, the Iraqi Government has begun to move 
forward with many projects placed on hold since the Spring of 1976 and, in 
1978, may make some large awards. Nonetheless, the Iraqis will probably 
proceed cautiously and not repeat the spending spree which followed 
immediately after the 1973-74 OPEC price rises. US firms will be most 
competitive in high technology areas, such as the two gas-gathering projects 
now under consideration. 


The Government has also specifically encouraged US firms to bid on projects 
and tenders for agricultural and construction equipment, food processing 
equipment and computers. In addition, the US is an established supplier 

of agricultural products to Iraq and, in 1978, could make large sales of 
wheat, rice, livestock and poultry. The degree to which US firms are 
successful in competing for Iraqi projects and orders will depend to a 

large extent on whether they can satisfactorily work out differences concern- 
ing conflicting US and Iraqi laws and regulations on boycott practices. 


B. Sectoral Review. 


In order to maximize flexibility in the implementation of development plans, 
the Iraqi Government has not announced a list of development projects. 

The following sectoral review outlines prospective export opportunities, 
emphasizing major projects which the Iraqis appear to be considering 

either in the context of the 1976-80 Five Year Development Plan or in the 
preparation for the next Five Year Plan. 


Agriculture and Irrigation. Large land reclamation/irrigated farming 
projects continue to offer opportunities for US prime contractors and for 
US suppliers of irrigation and agricultural equipment. The year 1978 may 
be particularly important for suppliers of the latter because Iraq intends 
shortly to delimit acceptable models of agricultural equipment in an 
effort to standardize mechanization. Large livestock and poultry projects 
also are in final tendering stages. Although no US firms have been short- 
listed as prime contractors, these projects present opportunities for 
suppliers of equipment and of breeding stock. In the first sale of 
livestock to Iraq in recent years, an Oklahoma firm delivered 350 pregnant 
Holstein Fresian heifers in late 1977. 
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Iraq will present a sizable market for a variety of agricultural commodities 
for at least the next decade, when agricultural development projects may 

make the country self-sufficient. In 1978 the Iraqi Grain Board will 

likely be in the market for wheat to compensate for the bad 1977 crop 

(the worst in 16 years) and for its annual requirement of rice. The US 

faces strong competition from Australia and Canada for wheat and from 

Thailand and Pakistan for rice. As for poultry, the Iraqis placed an 

order for 35,000 tons of frozen chickens in 1975-76 (the largest export sale 
of frozen poultry in US history) and for another 3,500 tons in 1977. They are 
expected to be in the market for an additional 11,000 tons or more in 1978. 


Industry. Though the present Five Year Plan provides for only a few new 
projects in this sector, the Iraqis likely will invite firms to submit pre- 
qualifications or proposals for industrial units to be funded and 
commissioned during the next Plan (1981-85). Of special interest to US 
firms are two large gas processing systems, at least one major refinery, 

a petrochemical complex additional to the one now under construction, an 
aluminum smelter and a second sponge iron plant. At government encourage- 
ment, the private sector industrialists will be expanding food processing 
facilities as well as downstream processing plants for the output of the 
major steel, aluminum and petrochemical projects now under construction. 
In the electricity sector, the government is considering an 800 megawatt 
thermogenerating plant, and the State Organization for Electricity plans 
to invite offers soon for a 400 KV high tension transmission network 
expected to cost $100 million. 


Transportation and Communication: Major tenders are expected in 1978-80 
for expansion of vorts and airports, the first 100 kilometer segment of 

a 1,300 kilometer expressway network, and several railway projects. The 
last includes a new line from Baghdad to Husaiba, near the Syrian border 

in the Western Desert. Though expected to be awarded to non-US prime 
contractors, this project presents major opportunities for US equipment 
suppliers. In the communications sector an additional 100,000 telephone 
lines, the expansion of Iraq's microwave and earth satellite communications 
systems and an ultramodern radio and TV complex to include FM radio broad- 
casting provide opportunities for US exporters. 


Health, Education and Housing: The health and education sectors are among 
the few in which the government employs foreign consultants for design and 
construction management and US firms now have consultancy contracts for 
the expansion of Baghdad University, the University of Technology and the 
Medical City Project, each estimated to cost half a billion dollars or 
more. Though actual construction of most health and education projects 
will likely go to Iraqi firms, these sectors, nonetheless, present 
opportunities for US equipment suppliers as well as consultants. Like the 
education and health sectors, the housing sector presents limited 
opportunities for US contractors but important ones for sales of pre- 

cast housing factories and construction supplies. 


C. US Marketing Strategies for Iraq 


Selling to Iraq can be a slow and difficult process. The starting point 
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is usually letters of introduction to the appropriate government purchasing 
agencies, followed by personal visits to Baghdad. Because of the Government's 
reluctance to deal through local commission agents, and because of the fact 
that only about 20 American firms have some sort of permanent representa- 
tion in Iraq, most US companies cover the Iraqi market through periodic 

visits by regional representatives. 


Collaboration with third country firms can often facilitate entering the 
Iraqi market for US consultants, contractors and suppliers of machinery and 
equipment. In some cases third world firms can offer political acceptability 
and/or low cost services, while US sub-contractors provide the equipment 
and advanced technology which the Iraqis desire. In any case, such 
collaboration provides a means of sharing the risks of the vagaries of the 
frequently difficult Iraqi commercial environment. US suppliers have 
developed third world connections with Yugoslav, Turkish and Pakistani 
firms for the supply of equipment for land reclamation/irrigated farming 
projects, and with German, Canadian and Japanese firms for industrial 
projects. In fact, the largest agreement the Iraqis have ever signed is 
with the US-West German joint venture of Lummus-Thyssen, which received 
$1.1 billion contract for the turnkey design and construction of a petro- 
chemical complex near Basra. 
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